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l. PROCEDWRAL HISTORY

On October 1, 1992, Cambridge Electric Light Company ("Cambridge") and
Commonwealth Electric Company (‘Commonwealth’) (together, the "Companies’) filedwith
the Department of Public Utilities ('Department’), pursuant to G.L. c. 164, § 94 and
220 C.M.R. 9.0 et seq., a joint petition for preapproval the Companies’ proposed
conservation and load management ("CéM") programs for a one and one-half year period
and for cost recovery for expenses incurred as aresult of implementing saidprograms. he
Department’'s investigationof the Companies' joint petitionwas docketed asD.P.U. 92-218.
Pursuant to anOrder of Noti ce 1ssued onNovember 9, 1992, the Department determined the
parties to that case and held three publ i c hearings onNovember 30, December 1 and
December 2, 1992.

On December 23, 1992, the Companies separately filed rate schedules M.D.P.U. No.
523 (Cambridge) and M.D.P.U. No. 276 (Commonwealth), for Department approval, which
reflect the Companies’ request to recover lostbase revenues (1B) through the i r respective
conservationcharge ("CC")decimals. OnJanuary 13,1993, the Department suspended the
operationoftherespective rate schedulesuntil Julyl, 1993, to allow for further
investigation. The investigations of the Companies’ LBR requests were docketed as
D.P.U. 93-15 (Cambriadge) and D.P.U. 93-16 (Commonwealth).

OnApril9,1993, the Department 1 ssued 1tsOrder 1nD.P.U. 92-218, dismissing the
Companies’ CilMpreapproval filing, finding that adjudicationof that fil ingwas not inthe
publ 1 c interest and would not lead to the timely implementation of cost-effective CiM

programs. Cambridge Electric Light Company/Commonwealth Electric Company,
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D.P.U. 92-218, at 12 (1993).!

Also i1nD.P.U. 92-218, the Department consol 1dated the investigations of the
Companies'LBRrecoveryrequests,docketedasD.P.U. 93-15/16, and setoutadditional
Issues thatwouldbe Investigated as part of D.P.U. 93-15/16, namely, (1) the Companies’
proposed Conservation loltage Regulation ("CR") Program, which was part of the
Companies’ filing 1nD.P.U. 92218, and (2) the Companies’ 1992 C4M performance and
management.’ 1d. at 15-18.

On April 9, 1993, the Department 1ssued an Order of Notice 1nD.P.l. 93-15/16 that,
anter alia, set April 14,1993 as the deadl ine for fil ing petitions for leave to intervene inthe
proceeding and establ 1shed April 21, 1993 as the publ 1 c hearing date. The Hearing Officer
granted the petitions for leave to intervene as a party filedby IRATE, Inc. ("IRATE"), the
ConservationlLaw Foundation, Inc. ('CLF"), the Division of Energyfesources ('DOER"),
the Massachusetts Institute of Technology (‘"MIT"), and Save Our Reg 1 onal Economy
("SORE"). The Attorney General of the Commonwealth ("Attorney General”) filed anotice

of interventionpursuant toG.L. c. 12, § l1E. Return of Service was properly made at the

! Farlure of the Companies to implement cost effective CiLMprogramswas a
possibility anticipated by the Department 1n i1ts letter Order of May 29, 1992, when 1t
requiredacompetitive CilMsolicitationtoprovide CiMservices to all of the
Companies’ customer classes as part of Department directives in the Companies’
integrated resource management ("IRM") case, docketed as D.P.U. 91-234. D.P.U.
92-218, at 13.

: The Department instituted a separate schedule 1nD.P.U. 93-15/16 for 1ts Investigation
of the Companies’ 1992 CéM performance and intends to 1ssue an Order, D.P.U.
93-15/16-A, on that subject and any related procedural 1ssues by July 3, 1993. See
Hearing Officer Memorandum, attached schedule (April 27, 1993).
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April 21, 1993 public hearing.

The Department conducted three days of evidentiary hearings onMay 4,5and 7,
1993, regarding the Companies’ proposed CR Program and LBR recovery as well as
related matters regarding the calculation of the CC decimals appl 1 cable to each rate category.
The Companies introduced six witnesses: Anthony J. Casella, manager of rate
administration for COM/Energy; Steven L. Geller, director of demand-program
administration for Commonwealth; Beauford L. Hunt, manager of integrated resource
planning for Commonwealth; Paul A. Fiocchi, manager of demand-programadministrative
services for Commonwealth; Tinal.Torres, demand planning and evaluationanalyst for
Commonwealth; and Paul J. Shields, chief system operator for Commonwealth.

For purposes of the CR and LBR investigations as well as the CC decimal
calculation, the Department moved the following exhibits 1nto the record of D.P.U. 93-
15/16: Exhibits C-1 through C-12; Exhubits DPU-1-LBR-1 through 4; Exhibits DPU-1-PER-
5 through 19; Exhibits DPU-2-LBR-1 through 10; Exhibits DPU-3-CR-1 through 10; and
Exhibits DPU-1 through 24. The Companies responded to 4 record requests and
BriefsReplyBriefs were timely filed by the Companies, SORE, and IRATE concerning the
LBR and CR investigations as well as the CC decimal calculation.

11. LOST BASE REVENIES

A. Introduction

The Department’s policy regarding LB 1s based on the premise thatwhenutilities
1mplement CiLM programs they are taking positive action to reduce sales of their product

Because of the way uti l 1ties rates are set by the Department (i1.e., basedonahistoric test
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year), whena utility actstoreduce its sales, it is foregoing recovery of costs that ithas
incurred inorder to provide electricity to customers. hat is, by implementing conservation
programs, a company loses revenues thatwere allowed 1nabase rate proceeding to cover
historic testyear costswithoutexperiencing a corresponding reduction inthese costs. his
loss occurs because rates per KIH are set by dividing total revenue requirements by test
year sales. Ifutilitiesacttoreduce salesbypromoting conservation, theywill not recover
thenr full revenue requirements. LB recovery provides away to make up this shortfall.

InD.P.U. 86-36-F, the Department articulated a general pol 1 cy towards the recovery
of 'revenue loss caused by successful CilM programs' between rate cases. Id. at®%. In
thatproceeding, the Department stated that"[ 1 ] fa company demonstrates that the successful
performance of 1ts CiMprograms wi ll result 1n sales erosion that adversely affects
revenues Inasignificant, quatifiable way, the Department would entertain specific proposals
for appropriate adjustments." Id. at 35-36.

InllesternMassachusetts Electric Company, D.P.U. 89-260 (1990), the Department

noted that "[h] istorical test year ratemaking assumes a direct relationship between cost and
sales"and that "an adjustment for lost revenues would simply restore the assumed
relationship between sales levels and revenue requirements that were used iIn setting rates

before an electric company began achieving savings from 1ts CilMprograms.” 1d. at 105,

3 he Department's histor i c testyear ratemaking practices are such that the testyear
associated with a base rate proceeding wi ll incorporate all reductions 1nenergy and
capacity sales due to CdMprogram implementationprior to the beginning of the
testyear. Accordingly, LRrecovery 1s appropr iate, at most, for reduced energy and
capacity sales due to CilMmeasures installed after the end of the most recent test
year, and until the next rate case and test year.
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106. Inmaiantainingthisrelationship, theDepartment's pol 1cywas intended to remove all
financial disincentives the electriccompanies mightperceive as reasonnotto implement
CiM programs.*

B. The Companies' Proposal

The Companies proposed to collect LB, for the six-monthperiod fromJuly 1, 1993
through December 31, 1993, based on estimates of ki1 lowatthour ('KIH") savings for the
12-month periodJanuaryl, 1993, throughDecember 31, 1993. The total savings forwhich
LBR recovery 1s requested are those that result from implementation of the Companies’
C4LM programs’ since the end of each company's last test year® (Exh. C-6, at 1.2.22).

The Companies calculated this LBR amount to be $4.1 mill ion for Commonwealth and

¢ Inaddition, the Clean Air Act Amendments of 1990 'CAAA ) requiresutilitiesto
demonstrate, and the Energy Policy Act of 1992 ("EPACT) requires publicutility
commissions to consider whether their ratemaking treatment of C4M provides for
'net income neutrality' (CAAA §73.82(a)(9)) and that CéM 1s "at least as
profitable as" supply side investments (EPACT § 303(b)(4)). One suggested
mechanismwithin CAAA to achieve net income neutrality 1s aspecificrate
adjustment formula that allows a utility ‘to recover in its retail rates the full cost of
conservation measures plus any associated net revenues lost as a result of reduced
salesresulting from conservation initiatives." The Department's LBipolicy 1s
consistent with this provision of the CAAA.

Commonwealth i1 s currently implementing aHotllater/General Use and afesidential
Electric Yace Heat program for residential customers, ad 1s conpleting installations
of so-called'pipeline'projects in i1ts Customizedfebate Program ("CRP") for
commercial and industrial (‘Cl") customers. Cambridge currently offers only a Hot
later/General Use program for residential customers and i1s also completingpipeline
projects in CP for C&l customers. Although the Companies suspended operation of
the Direct Investment program for small Cél customers in September 1991,
Commonwealth seeks the recovery of LR assoc1ated with only those installations in
that took place following the end of that company's test year.

The test year for Commonwealth ended June 30, 1990 and for Cambridge June 30,
1992.
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$103,353 for Cambridge (id. at 1.2.24, 1.2.25). The Companies calculated LBR for 1994,
but did not propose collection of 1994 LBR at this time (1d.).

The Companies proposed to recover LB by multiplying the KIH savings by the
respective per KiH charge ('LBR decimal”) for each rate category as determined in the
Companies' response to Exhibit DPU-1-LBR-2' (Exh. C-6, at 1.2.21-1.2.22). LBR
decimals were developed for each category by deducting fuel and customer charge revenue
from total test year revenue and thendividing by test year KiH sales (Exh. DPU-1-LBR-2).

C. Recovery of LBR

1. Positions of the Parties

a. RATE

IRATE notes that by paying for LB, ratepayers are expected to pay a higher rate for
less electricity, thus guarantee ing that the Companies' customerswi ll continue to pay a
‘premium” for their power (IRATE Brief atb). IRATE argues that recovery of LBR should
be tied to the Companies’ abil ity to achieve planned benefit/cost ratios (id). IRATE further
argues that CC decimals should be heldatminimum levels whi le excess generating capacity
exists onthe Companies' system, and that the recovery of LR, 1f any, "'should be adjusted
to reflect excess costs whi ch may have been Incurreddur ing the installationof conservation
measures" (1d.).

b. The Companies

! The Companies first proposed an LBR recovery method in their October 1, 1992
faling 1nD.P.U. 92-218. The Companies altered their proposal forLBRrecovery i1n
therr December 23, 1992 Supplemental Filing and again in the instant filing.
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The Companies argue that their LBk proposal 1s consistent with 'Department
precedent and longstanding practice for other utilities' (Companies Brief atll). The
Compani es contend that the Department has found"aneed to allowutilities to adjusttheir
rates between rate cases to compensate for any significant sales erosion and revenue loss
resulting from the implementation of C4Mprograms" (id., citing D.P.U. 86-36-F at 35).
Further, the Companies cite other electric company CiLMpreapproval caseswhere the
recovery of LRwas allowed and argue that their proposal "'simply seeks to be consistent

with this extensive precedent' (1d. atll, citing Boston Edison Company, D.P.U. 90-335

(1992) at 127; D.P.U. 89-260, at 105).

The Companies contend that LBR recovery 1s proper and that they "voluntarily
forewent recovering LB inprior years inorder to address concems wi th the rate impacts
of CiM, and that, in fact, they "sacrificed recovery of very substantial revenues inorder
to keep rates lower for their customers' (1d. at 2-13). The Companies also note that they
arenotproposing LB recovery associatedwiththe CRprogramat this time, because
actual implementation of the program will not occur until late 1994 (i1d. at 13).

The Compani es contend that arguments regarding the recovery of LRwere reviewed
and resolved 1nD.P.U. 89-260, and that the Department later rejected arguments against

recovery of LBR inllestern Massachusetts Electric Company, D.P.U. 91-4 (1991) at 104

(id. at12). The Companies disagree with IRATE's argument that recovery of LB should
be tied to certain performance criteria such as benefit/cost ratios. The Companies argue that
‘Department precedent makes clear that recovery of LR ... 1s based on actual savings

achieved and not other, as yet undefined, criteria" (id., citing D.P.U. 90-33, at 127).
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Finally, the Companies note that "any ex post facto move to establ 1sh a new methodology for
recovery of LR 1snot advisable and certainly 1snot meritedbased on the record evidence in

this proceeding' (1d., citing Boston Gas Company v. Department of Publicltilities, 367

Mass 92, 103-104 (1975)).

2. Analysis and Findings

InD.P.U. 89-260, the Department determined that "the impact of C4M is different
from other factors that affect sales and revenues, such as weather and economi c trends.
...[U]nl 1 ke these other factors, the impact of CdM 1s asymmetrical because CiM 1s
explicitly designed only to decrease sales." Id. at 5. Further, the Department stated that
LBR recovery would be based on "the amount of actual energy savings that result from the
Company's CéM programs.” 1d. at 107. Accordingly, the Department rejects IRATE's
argument that recovery of LB should be tied to the achievement of planned benefit/cost
ratios. Further, the Department rejects at this time IRATE's contention that any LBR
amount granted should be adjusted to reflect excess costs that may have been incurred during
the Installation of conservationmeasures because IFAIE's argument 1s inconsistent with
Department precedent.?

The Department finds that the Companies’ proposal 1s consistent with our precedent

regarding the recovery of LB. However, recently, questions have arisenregarding the

The Department recognizes IRATE's concerns regarding the Companies'abilityto
deliver cost-effective CiM programs and the appropr iateness of receiving LB
recovery for savings that have not been achieved cost-effectively. However, the
performance of the Companies regarding CiMprogram implementation and cost-
effectivenesswill be addressedduring the secondphase of thisproceeding.
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recovery of LBR for util1ty-sponsored CiM programs. As a result, the Department
questions whether the current methodology used to calculate the LRdecimal accurately
reflects the lost fixed costs associ1ated with saved demand and energy sales. Further, the
Department inD.P.U. 89-260 indi cated that recovery of LBRmight only be necessary for
the short term because 1n the long term, companies wi ll be able to adjust their operating costs
to reflect the reduction in sales. Specifically, the Department stated that
whenviewed from a long-term planning perspective, electric companieswill
experience variable OiM [operation and maintenance] costs that are not
reflected through the fuel charge. However, from the short term (e.g., less
than one year) perspective, CiM does not appear to result in significant
variable 0tM savings for a Company's marginal generating facilities.
1d. at 106.

Accordingly, as part of their next CC filing, the Department di rects the Companies to
provide ananalysis of the fixed costrecovery actually foregone due to CiMprogram
1mplementation, including an analysis of nonfuel variable costs that may go unrecovered due
to reduced energy sales.

The Department, however, agrees wi th the Compani es that any move to establisha
new methodology for recovery of LBR cannot be determined based on the record inthis
proceeding. Accordingly, for the present proceeding, the Department accepts as consistent
with precedent the Companies’ proposal to calculate rate category-specific R decimals
based onthe methodology outl ined 1nDPU-1-LBR-2, wi th the resulttobe multipliedby the
KiH savings as determined inSection 11.C, below and appl 1ed to the time frame specified in

Section 1Y, helow.

D. Calculation of Energy Savings
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1. The Companies' Proposal

The Compani es proposed to recover LB by multiplying the reduction 1nenergy sales
Ineachrate category due to CiMprogram implementationby the respective LBRdecimal
(Exh. C-6, at 1.2.2]). Todetermine the reduction inenergy sales per rate class, the
Companies proposed to use a combination of impact evaluation results applied to actual
participationdata and revised engineering estimates (id. at122). The Companies indicated
that the LR i s to be reconci led for two years, cons i stent wi th Department precedent,® to
Incorporate any changes inmeasured savings determined throughannual evaluationand
monitoring efforts (1d.).

The Compani es argue that they have used conservative, impact evaluation-based
estimates of projected savings todevelop their LB recovery rates, rather than the
eng ineering estimate-basedsavingsprojections thatwere allowedby the Department in
D.P.U. 91-44 and D.P.U. 90-335 (Companies Brief at 12-13).

a. Hotllater/General Use,Residential ElectricSpaceHeat, and

Direct Investment programs

For the Hot later/General Use, Residential Electric Space Heat, and Direct
Investment programs, savings estimates for 1990 and 1991 were based on impact evaluation
data from 1990 combined with actual participationdata from each of those years. The

1mpact evaluations for these programs were based on a 'net savings' methodology (OPU--

o InD.P.U. 91-4, the Department ordered llestern Massachusetts Electric Company
("WECOo") to implement a"[d]Jouble reconciliation of the [LB] over2years in
order to match recovery with actual savings.... le expect [IMECo] to fully
reconcile the [LBR] within 2 years under this method." 1d. at 109.
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LBR-10). The net savings methodology examines 12 months of pre- and post-installation
billing data for asample of participants andnonparticipants. Savings estimates for1992and
1993 for the Hot llater/General Use andResidential Electric Space Heat programs® were
based on recalculated engiineering estimates multiplied by actual and estimated participation
rates, as available (Exh. C-1, at 1.3.12).

fegarding free-rider estimates for the Hot later/General Use, fesidential Electric
Space Heat, andDirect Investment programs, the Companies, citing an ElectricPower
fesearch Insti tute report ('ERI feport’), stated that the net savings methodology'explicitly
accounts for free riders" (R-DPU-LBR-10). Specifically, the EPRI Report stated that
"[o]ne of the options avai lable to evaluationresearchers for evaluating participantgroup
response ... IS to use a control group of nonparticipants' as was done 1nthe Companies’ net
savings approach (id.).

b. Customized Rebate Program

For the Customi zedRebate Program ("CRP"), impact evaluation data from 1990 were
combined with participationdata for each calendar year to develop savings estimates for
1990, 1991, and 1992 (Exh. C-7, at 1.3.12). The Companies based their impact evaluations
for the CRP on a project-specific analysis to determine net savings (R-DPU-LBR-10). The
Compani es stated that the savings estimates for the CiP couldnot be based on the net
savings methodology because "[m]easuring net savings inaprogram as diverse as the present

CP program i1s a difficult and, arguably, an excessively time-consuming task..."(1d.). The

o Because the Direct Investment programwas suspended 101991, no additional

implementation or impact evaluations are expected for that program.
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Compani es based savings estimates for CRP implementationduring1993onrecalculated
engineering estimates, multiplied by expected measure-specific implementation levels (r. 3,
at 58).

fegarding free-rider estimates for CP, the Companies’ witness testified that the
Companies did notexplicitly incorporate estimates of free riders inthe savings calculations
(Tr. 2, at110). The Companies citedthe CRPprocess evaluationreportwhichstated that
'most small (83%) and large (67%) participants are not free riders" (R-DPU-LBR-10,
citing Exh. DPU-1-PER-5, Att. 5D). Indeclining to include free riders intheir savings
estimates, the Compani es stated that the free-rider estimateswerenot'rigorously
quantified”or'reliable forpurposesofprogramsavingsreconciliation' (R-DPU-LBR-
%). The Compani es also stated that they bel 1 eve that the market research conducted among
CP participatts may overstate free riders, pernaps significantly, contending that customers
may respond to a surveywithanswers they thinkwouldbe "correct,"but thatdidnot
necessarilymatchtheiractual intended actions (1d.). he Companies further stated that they
believe that free-rider estimates shouldbe: (1)netof freedrivers;*?(?)discountedto
account for the fact that, on average, customers would install fewer CiLlM measures on

the 1 r own than they would ina company-drivenprogram; and (3) correctedby a statistical

i The Companies'’ response refers to the Department’'s decision inMassachusetts

Electric Company, D.P.U. 89-194/195 (1990). In that case, the Department
determined that "in order to be 1ncluded 1naprogram's cost-effectiveness test, free-
rider numbers should be rigorously quantified." Id. at 109.

L Free drivers are customers who, due to the marketing and implementationofa

company-draven CiM program, install CiM measures intheir facilities, yet
request no rebate or other incentive from the utility company.
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factor to account for survey bias (1d.).

lhen estimating savings for C by extrapolating informationfromalimited sample
of participaits, the Companies stated that certain participants had beeneliminated from data
samples® for purposes of statistical analysis only, and that most problems associated with
eliminateddatahave been identified as metering or accounting-relatedproblems (DPU-R-
LBr-26). The Companies further stated that they bel 1 eve that the final sample data selected
for statistical analysis represented, on average, all of the participants (1d.).

The CRP Empact evaluationstated that a significant percentage of the savings,
particularly associated with the 1nustrial sector, were attributable to the economic recession
(DPU-RR-LBR-14, Att. 14D). Specifically, the impact evaluation stated that the ratio of
gross savings iIn [the industrial] sector with respect to estimated savings 'is largely due to a
few projects with extremely large loads, where economic factors dictated a reduction of
building use' (1d.). However, the Companies stated that 1t was not possible to calculate
accurately the effect of these economic factors, nor of other market changes, on a customer's
use of energy (DPU-RR-LBR-27). The Companies further contended that there are many
economic andmarket conditions that can cause savings estimates tobe either greater or less
than expected (i1d., citing DPU-R-LBR-14, Att. 14D at 22). The Companies added that
their savings estimates are rel 1able, and should not be alteredwithout reliable quantification

of all reasonable factors (1d.).

8 Forexample, reasons for el iminationfromdata sets include"[mjultiplebuildings on

one meter that were not involved inthe project'; 'Buildingnot inuse-billing
terminated'; 'Overlap between thi s project and several others'; "Somebuildings i1n
this project also 1n others" (DPU-R-LBR-14, Att. 14D).
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Onbrief, the Companies present a host of arguments as to why the savings estimates
for CRP are conservative and accurate. First, the Companies argue that the savings
associated with C are based on'rigorous after-the-fact review [ through the impact
evaluation] andnotonearly engineering estimates' (CompaniesBriefatl). Second, the
Companies contend that although the empirical research conducted indicates that some CP
participaits are free riders, of those classifiad as free riders, a signficait portion could only
be classified as partial free riders (1d., citing DPU-1-PER-5, Att. 5D). Third, the
Companies assert that program participaits use their lights less than before, regardless of
operating hours, and that thi s'reverse snapback effect serves as anoffset to any potential
reductionof savings resulting from free riders (1d. at 16). Fourth, the Companies argue that
the empirical research regarding free ridership was completed after the 1mpact evaluation
used to develop savings estimates for the CP, and that "[ fJuture evaluation of the CPwi Il
attempt to accountexplicitly for freeriders'(id. at16, cating DPU-RR-LBR-7). Fifth, the
impact evaluationused to develop savings estimates used for LB recovery was based on
program implementation over several years. The Companies contend that the CiP has been
refined over time, and thus, savings generated by the program have increased significantly.
Therefore, the Companies contend, the savings associatedwithprojects included inthe LR
recovery (i1.e., posttestyear projects) 'will tend to be higher than the savings indicated in
the 1mpact evaluation' (i1d.).

2. Analysis and Findings

InD.P.U. 89-260, the Department stated "[ 1 ]Jn quantifying the amount of lost fixed

revenues It 1s important to determine the amount of actual energy savings that result from the
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Company's CiM programs" and that "energy savings used to determine [LB] shouldbe
based on after the fact measurement using the best available data." 1d. at 107.

a. Hotllater/General Use,Residential ElectricSpaceHeat, and
Direct Investment programs

The record indicates that the Compani es have developed the ir LR recovery proposals
for the Hot llater/General Use, the Residential Electric Space Heat, and the Direct
Investment programs onnet savings impact evaluations, where such impact evaluationdata
was avai lable. The Department finds that savings estimates developed through the use of net
savings impact evaluations are reasonable and, therefore, reliable for purposes of calculating
LB recovery. Further, the Department finds the Compani es’ arguments that thenetsavings
approach fully accounts for the 1mpact of free riders on the savings estimates to be
reasonable.

The Department notes, however, that regardless of the abil 1ty of the net savings
1mpact evaluationmethodology to account for free riders, behavioral (participantand
nonparticipant) research would benefit the design and implementation of the Companies’
CiMprograms 1norder to () minimize freeriders over time, and (2) accurately evaluate
the size and cost of the untapped CiM resource for purposes of integrated planning.
Accordingly, for all IS programs, the Department directs the Companies to conduct market
research among participant and nonparticipant groups as part of, or inconjunctionwith, all

future program-specific impact evaluations, to determine the percent of free riders.

b. Customized Rebate Program
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kRegarding the CRP, the Department finds that three factors cloud the savings
estimates developed by the Companies: (1) the savings estimates do not account for free
riders; () the savings estimates were developed from sample data that included participants
who are no longer active customers ; and () the savings estimates didnot account for market
and economic variables, especially associated with industrial program participants.

fegarding the Companies' failure to adjust the CP savings estimates to incorporate
estimates of free ridership developed through the process evaluation, the Companies stated
that the process evaluation found that 67 percent of the participants arenot freeriders. his
implies that 3percent are free riders. he Companies also indicated that they bel1eve that
the empirical researchoverstates the level of free riders because asignificant number are
only partial free riders. Further, the Companies contend that the CRP may have caused
participaits to use less energy regardless of operating hours, ad that this 'reverse snap back
effect serves as an offset to any potential reduction of savings resulting fron free riders.
Finally, the Companies argue that the empirical research regarding free ridershipwas
completed after the impact evaluationused to develop savings estimates for the CP, and
that"[fJuture evaluationof the CRPwi Il attempt to accountexplicitly for freeriders.”

The Department rejects the Companies' arguments that because the free-rider
estimates were developed after the 1mpact evaluations were completed, the Companies could
not Incorporate the process evaluation results into thelr savings estimates for this program
Further, the Department does not accept the Companies’ arguments that effects of freeriders
are offset by the fact that the CiP has made parti cipants more aware of their energy use.

This effect, ifval id, wouldbe fully reflected 1nthe Companies’ project-specific impact



D.P.U. 93-15/16 Page 17

evaluations.

The Department finds that, as the Compani es contend, free-rider estimates should be
re-evaluated to incorporate the following factors: () free drivers; () partial free riders; and
(3) surveybias. TheDepartment finds, however, that free-rider estimates shouldbe not
excluded fromthe savings calculations simply because the above-mentioned factors arenot
easilyquantifiedorbecause they reduce the net free-rider effect to a lower level.

fegarding the Companies’ fai lure to remove savings from participants who were no
longer active customers from their savings calculations, the Companies stated that, although
certain participaits had been el iminated from data samples only for purposes of statistical
analysis, the savings from such customers were included 1nthe total program savings. he
Companies argued that most problems associated with el iminated data have been 1dentified as
meter ing or accounting-related problems. However, based on a review of the CRP impact
evaluation, the Department finds that a significant portionof the projects el iminated fron the
data setwere el iminated due to reduced or terminated operations at the customer’'s facilities.

Similarly, regarding the Companies' fai lure to account for market and economic
variables, specifically for the savings estimates associated with industrial-sector program
participants, the Companies stated that 1twas not possible to calculate the effect of the
market and economic trends. In addition, the Companies assert that the savings estimates
should not be altered without rel1able quantification of all reasonable factors. The
Department, however, finds that the Companies 1nappropriately included gross estimated
savings when the CiP impact evaluation clearly stated that economic factors played a

significantrole intotal savings. Although the Department recognizes that the net savings
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methodology used for the other three programs wouldbe di fficult, 1 fnot inappropriate, to
use for the C because of the non-homogenous nature of the participants, we find that the
Companies fai led to incorporate the economic variable, and thus, provided unreasonable
assumptions of CiM program induced savings.

InD.P.U. 89-260, the Department found that "CéM 1s different from other factors
that affect sales and revenues, such as weather andeconomic trends." 1d. at105. Further,
the Department found that, over time, these other trends 'wi ll net out to roughly zero," and
thus, the risk and reward of increased (decreased) sales associatedwith fluctuations inthe
weather and the economy lie solelyonthe utilities. 1d. Inthe instant case, the Department
finds that the Conmpanies’ proposed savings estimate shifts the riskof econromic fluctuation to
the Companies' ratepayers by () notel iminatingnon-active customers, and (2) notadjusting
for economic factors inthe industrial sector. Therefore, we find that the Companies’
proposed recovery of LBRdoes not conform to our precedent regarding the risk and reward
associated with economic fluctuation.

Although the Department has found specific problems wi th the savings estimates for
the CP, we also find that the program has saved a significant quantity of energy. Also, the
Department 1s concemed that 1f the recovery of LR 1swithheldunti | the Companies develop
accurate savings estimates, the revised current LB added to future LB incurred could
create a significant rate impact. Accordingly, the Departmentwi ll allow the Companies to
recover LRassociatedwiththe CiPbased onone half of the proposed savings estimates
for that program. The Department directs the Companies to fully reconcile the savings

estimates during the next CC proceeding based on the concems mentioned above. Further,
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the Departmentdirects the Companies to provide athoroughbasis, with supporting
documentation, for the reconciliation at that time.

Intheir compliance filing, the Department directs the Companies to recalculate the
LBR decimals for the affected rate categories basedonthe findings inthis section.

111. CONSERVATION VOLTAGE REGULATION

A. Introduction

Conservationloltagetegulation('CR)" is aconservationprogram, appliedto an
electric company's distribution system, involving measures and operating strategies desiged
toprovide electricity service at the lonest practicable woltage level, ad 1Ina costeffective
manner, while meeting all applicable voltage standards.” D.P.U. 90-3%, at 67 (1992).
CR lowers customers' energy and capacity consumption by lower ing the average voltage
appliedto customers' appliances. CR i1s implementedby electricutilities through
modifications to distribution system equipment and operating procedures. D.P.l. 91-80,
Phase Two-A at 99.

InCambridge Electric Light Company and Commonwealth Electric Company,

D.P.U. 89-242/246/241, at 66-68 (1990), the Department ordered the Companies to

o Throughout thisproceeding, the terms Conservationloltagefegulationand

Conservation'loltage feductionwere used 1nterchangeably. The Department has
chosen to adopt the term Conservationloltage fegulation to reflect the fact that
proper appl 1 cationof thisprogramwi Il not reduce customer voltagesbelowpresently
accepted standards.

B The voltage standard adopted by the Companies is 1naccordance withthe American

National Standards Institute ("ANSI") standard ANSI C84.1-1989. D.P.U. 91-80,
Phase Two - A at 99.
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investigate the applicability of CRto their systems, and to implement CRwhere cost-
effective. InD.P.l. 91-80, Phase Two-A atl0?, the Departmentreaffirmed itsdirective
that the Companies implement all cost-effective CRontheir systems. The Department also
directed the Companies, to the extent practicable, to implement first those measures that are
the most cost-effective and that canbe 1mplemented 1nthe shortestperiodoftime. 1d. The
Department further directed the Compani es, upon the completionof their CR investigation,
to submit to the Department a report summarizing the findings of their investigationand
outlining an appropriate strategy for the implementation of CR. Specifically, the
Department ordered the Companies to include in their submittal
first, the results of the investigation, alongwith anoverall strategy and a
timetable for the implementation of CR; second, an estimate of the energy
and capacity savings expected from the program; third, an explanation of the
feeder-by-feeder screening analysis employed; fourth, an estimate of the
benefit-cost ratio of the program, together with an explanation of how the
benefits of this program are determined and monetized; fifth, a proposed
budget for the program along with a proposal for the cost recovery of the
program expenditures ; and sixth, the Companies’ plans for the evaluation and
monitoring of this program.
1d. at 103-104.
Inthe Instantproceeding, theDepartment investigated the results of the Companies’
CR study together wi th the Companies' subsequent proposals i1nthe following areas:

() programdesign; (2) budget; (3) cost-effectiveness analysis; (4) monitoring and

evaluation; (5) cost allocation; and (6) cost recovery.

B. Program Design
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1. Summary of the Companies' CR Study

As directed by the Department in D.P.U. 89-242/246/247, at 66-68, and En

D.P.U. 91-80, Phase Two-A at 102-104, the Compani es performed an investigation into the
applicability of CRto the Companies'distributionsystems. This investigation included
extensive researchonCRpractices inthe industry, the development of computer models
for the analysi s of CR costs and benefits, and field testing to verify predicted CRbenefits
(Exh. C-3, at 2.2.9-2.2.12, 2.2.17-2.2.30, 2.2.45-2.2.50). The results of the Companies’

CRstudy 1ndicate that (1) there are cost-effective opportunities for CRon the Companies’
distribution systems, () cost-effective opportunities for CRcanbe 1dentified onafeeder or
substation level through computer model 1ng, and (3) feeders that supply distribution
networks' should be exempt from the CR program (id. at 2.2.6).

2. Companies' Proposal

Based on the results of the i r study, the Compani es propose to implementan initial
36-month CRproject (Exh. C-1, at 1.1.3). During this initial period, the Companies plan
to implement CRat agroup of five distributionsubstationswhere computer model inghas
predicted CR to be the most cost-effective (Ir. 3, at 77; Exhs. C-1, at 1.1.2; C-3, at
2.1.3). During the first2 months of this initial period, the Companies would develop CR
monitoring equipment requirements, develop detai led substation and feeder computer models,

1dentifynecessary substationand feedermodifications, andproduce thenecessaryfield

16 Distribution networks aredistinguished fromother distributionconfigurations inthat
the secondary windings of network distribution transformers are comected together to
form a 120/208 volt grid. This secondary grid provides for uninterrupted service to
customers in the event of the loss of one or more feeders.
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drawings (Exhs. C-1, at 1.1.3; C-3, at 2.1.4-2.1.5). During the following two months, the
Companies would implement and test CR measures (Exh. C-1, at 1.1.3). The final
fourteenmonths of the inatial periodwouldbe used for CRoperation, verification, and
impact evaluation (id.).

The Compani es propose to implement CR through the use of l ine-drop compensation
('LDC") and, where necessary,distributioncircuitmodifications (Exhs.C-l,atl.l.2;
C-3, at213). LDC 1s a control device, connected to tap chang ing transformers and voltage
regulators, that measures feeder load current and models the resultant voltage drop. The
value of the voltage drop 1 s then used by the tap changers or regulators to raise or lower the
feeder voltage. The Companies intend to adjustLDC settings so that the minimum
acceptable voltage wi ll be maintained at the electrical end of the distribution feeder
(Exh. C-3, at2.2.10). lherenecessary, feedermodificationswouldbe completedbefore
adjusting the LDC onaparticular substationor feeder (1d. at2.1.3). The Companies
indi cated that potential feeder modifications could include (1) adding capacitor banks,
@ adding voltage regulators, (3 reconductoring line sections, or (§) upgrading feeders to a
higher primary voltage (id.).

he Companies stated that, consistentwi th industry practice, they propose to exclude
distributionnetwork circuits fromCR(Exh. C-3, at2.2.33). The Companies also stated
that the exclusion of network feeders would have a domino effect that results inthe exclusion

from CRof all feeders, including radial feeders,' that are comected to substations that

i fadial feeders are supplied by a single source at one end of the feeder. They are

(continued...)
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supplynetwork feeders.® The Compani es stated that these exclusionswould affect
significant sections of Cambridge and New Bedford (id.).

The Compani es stated that, at the conclusi1onof the initial 36-monthperiod, they
would assess the results of the CRproject (Exh. C-1, at 1.1.4). The Companies further
stated that 1f, as expected, CRproves to be cost-effective, the Companies then would make
any necessary enhancements suggested by actual experience and proceedwithamore
aggressive implementationofthe program(id.; Ir. 3, at7). Thismore aggressive
implementation of CRwould include implementing the program on feeders requiring more
costly capital upgrades than those required for the first group of feeders (Ir. 3, at 7). The
Companies anticipate that the savings over the lifetime of the programwi Il be 56,313,000
KIH and 561 Kif for Commonwealth and 12,674,000 KIH and 117 Kl for Cambriadge
(Exh. C-4, at 2.6.2, 2.6.6 ; R-DPU-CWR-1). The Companies stated that 1f the CR project
proves to be not cost-effective, the Compani es thenwould examine the reasons for thi s,
propose 1mprovements to the program, and make recommendations to the Department
(Exh. C-1, at 1.1.4).

3. Analysis and Findings

f(...continued)
distinguished from network circuits that have multiple sources of supply. Consistent
with industrypractice, the Companyplans to implementCRprimarilyonradial
feeders (Ir. 3, at 718; Exh. C-3, at 2.2.11).

18 At the substations inquestion, all network feeders and radial feeders are comected to
acommonbus. Consequently, according to the Companies, implementationof CR
on these radial feeders would necessarily result in the unwanted 1mplementation of
CWR on the networks (Exh. C-3, at 2.2.33).
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The Compani es’ proposal for the implementation of CR includes an initial 36-month
period inwhichCR 1s implemented at a group of five substations. The Companies also
propose to evaluate carefully the results of this initial effortbefore moving towards a more
aggressive, secondphase of the program. The Department finds that thi s proposed
framework for the implementation of CR 1s 1nkeeping with the Department'sdirectives in
D.P.U. 89-242/246/247 and D.P.U. 91-80 Phase Two-A and 1s, therefore, acceptable. The
Department emphasizes, however, that the pace of implementationplanned for the initial
36-month period 1s significantly slower than that which would be acceptable for amature
program. Assuming that the CRprogram i1s shown to be cost-effective, the Department
finds that the second phase of program 1mplementation should proceed at apace significantly
greater than that planned for the initial period.

The Companies propose to implement CR through the use of LDC and, where
necessary, through feeder modifications. The Companies also propose to exclude from the
CRprogramnetwork feeders and feeders that are connected to substations that supply
networks. The Department finds that these specific implementationplans are consistentwith
plans approved by the Department in recent cases involving CRand are acceptable. See

D.P.U. 90-335, at 67-81 (1992) ; Massachusetts Electric Company, D.P.U. 90-261, at 64-72

(199)).

C. Program Budgets

1. Companies' Proposal

For the period July 1, 1993 through June 30, 1994, the Companies have proposed

CWR budgets of §76,000 for Commonwealth and $18,000 for Cambridge (R-DPU-C\R-4).
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hese budgets include expenditures for (1) engineering consulting to assist the Companies i1n
the evaluationofmonitoring systemrequirements and inthe development of monitoring
equipment specifications, and () computer model ing software to assist the Companies inthe
further analysis of CR (1d.; Exhs. C-2, at 1.2.2; DPJ-3-C\R-2). Beginning in late 1994,
the Companies expect to make add i tional expendi tures for moni tor ing equ ipment, equ ipment
for feeder upgrades, and the leasing of telephone equ ipment (R-DPU-CR-4 ; Exhs. C-2, at
1.2.2; C-3,at2.4.2,2.4.9). These expenditures are reflected 1n the Companies’ projected
budgets for 1994 and 1995. For Commonwealth, these projected budgets are $8,000 and
$158,000 for calendar years 1994 and 1995, respectively (Exh. C-3, at 2.4.2). For
Cambridge, these projected budgets are $10,000 and $20,000 for calendar years 1994 and
1995, respectively (Exh. C-3, at 2.4.9).

2. Analysis and Findings

Inthisproceeding, the Department 1s approving conservationcharge (CC)decimals
for the periodJulyl, 1993 through June 30, 1994 only. Consequently, the Department finds
that 1t 1s appropriate to approve dollar amounts for CRbudgets for this period only.
Therefore, the Department finds that, for the periodJuly 1, 1993 through June 30, 1994, the
proposed CR budgets of $76,000 and $18,000 for Commonwealth and Cambridge,
respectively, are reasonable and appropriate for inclusion inthe CC. lhi le the Department
finds that the proposed equ i pment purchases for 1994 and 1995 appear to be reasonable and
necessary for the successful implementationof CR, the Department 1 snotprepared to
approve future years' budgets for CR at this time. Rather, the Department directs the

Companies to submit CRbudgets for 1994 and 1995 as part of the Companies' next CC
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filing.

D. Cost-Effectiveness Analysis

1. Companies' Proposal

he Companies stated that their cost-effectiveness methodology 1s consistent with
Department precedent and compares the cumulative net present value of the costs necessary
to implement a program to the cumulative net present value of the benefi ts of the program
(Exhs. C-4, at 2.6.9-2.6.10; DPU-3, Vol. 1, at 5.1.3-5.1.4). The Companies stated that for
the CRprogram, the costs considered inthe cost-effectiveness analysiswere takenfrom
CRbudgetprojections and include development costs, engineering consulting costs,
computer software leasing costs, distributionequipment costs, telephone equipment leasing
costs, monitoring and evaluation costs, and incremental general and adninistrative costs
(Exhs. C-4, at 2.6.10; DPU-3-C\R-4; DPU-3-CW-7). Like other DST programs, the
benefits include avoided energy costs, avoided capacity costs, avoidedreserve margin,
avoided lire losses, avoided transmission ad distribution costs, and avoided environmental
externalities (Ir. 3, at 16-17; Exhs. C-3, at 2.2.6; C-4, at 2.6.9-2.6.10; DPU-3, Vol. 1, at
5.1.3-5.1.4; DPU-3-CR-8 ; DPU-3-CWR-9). The projected benefit/cost ratios for the
Companies' CR programs are 2.4 for Commonwealth and 4.04 for Cambridge (Exh. C-4,
at 2.6.9).

The Compani es stated that theywould also conduct cost-effectiveness screening on
individual substations and feeders (Exhs. C-1, at 1.1.5; DPU-3-CR-10). The benefits of
CR at the substation and feeder levels would be based on detai led computer models. The

costs for equipment and upgrades would be determined on a case-by-case basis
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(Exh. DPU-3-CIR-10). The Compani es statedthatthis screeningprocesswouldemploya
cost-effectiveness analysisbased on the same methodology as that used for the CRprogram
(id.).

2. Analysis and Findings

In D.P.U. 86-36-F at 19 (1988), the Department found that a CiM program is
cost-effective i1fthe cumulative netpresentvalue of the program's benefits exceeds the
cumulative net present value of 1ts costs, 1.e, 1Ifthe benefit/cost ratio 1sgreater thanll. In
D.P.U. 86-36-F at 20-24 (1988), the Department set forth standards for CéLM program
costeffectiveness and required each electric company to include the following elements in its
cost-effectiveness test: (1) the full incremental cost of the CiLlMmeasure, regardless of
who pays that cost (i1.e., utility, customer, contractor); () all adninistrative costs incurred
by a company that can be attributed to a given program; () any quantifiable and significant
end-user benefits (e.q., reduced maintenance) ; and (4) environmental externalities. In

Massachusetts Electric Company, D.P.U. 89-194/195, at 107-113 (1990), the Department

refined 1ts cost-effectiveness test to include free-riders and snap-hack effects. InDPU.
89-260, at 16-17 (1990), the Department further refined 1ts cost-effectiveness test to include
monitoring and evaluation costs.

Therecord inthis case indicates that the Companies' proposed cost-effectiveness
methodology Is consistent with the Department's requirements. The record shows that the
Companies have included all relevant costs of CR including development costs, consulting
expenses, equipment costs, incremental general and administrative costs, and monitoring and

evaluationcosts. Likewise, the record shows that the Compani es have accounted for all
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relevantbenefits of CR including avoided energy, avoided capacity, avoidedreserve
margin, avoided transmissionand distribution costs, and avoided environmental extemalities.
Because the implementationof CRdoesnot requiredecisions tobe made by individual
custorers, the 1ssues of free-riders and snapback arenotsignificant tothis case. Based on
the evidence inthisproceeding, the Department finds that the Compani es' cost-effectiveness
analysis i1s appropriate and acceptable.

E. Monitoring and Evaluation

1. Companies' Proposal

he Companies propose to incorporate CRmonitoring requirements into the existing
Supervisory Control and Data Acquisition ("SCADA") system (Exh. C-3, at 2.2.34). The
incorporation of monitoring requirements into SCADAwould require the Companies to
install various types of equipment on the feeders and substations where CR 1s implemented
(xd). The purpose of this equipment would be to monitor electrical quantities on the primary
distribution system and to supply real time values to the SCADA system. The equipment to
be installedwould include volt and ampere sensors, remote terminal units, modems, and
radios (id.).

The Companies propose to implement a CRevaluationplanthat has the following
objectives: () toprovide acceptable precision inthe measurement of energy savings; (2 to
provide acceptable precision inthe measurement of demand savings ; () to measure program
1mpacts by subsector (e.g., single fami ly, nultifamily); (4 tomonitor the persistence of
savings over time; () to provide measure reconciliationwhere significantly different results

occur between measurement techniques; (6) to provide the necessary input to cost-
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effectiveness testing; and (7) to make recommendations about programdesign and
implementationthat result fromevaluationfindings (Exh. C-3, at2.2.38). The Companies
are propos ing four possible methods by whi ch to measure CRsavings. The Companies
state that they would ultimately choose one of these methods based on a determination of the

benefits of added accuracy of one method over the others versus the additional costof

utilizing that method (1d. at 2.2.39).

he first method that the Companies are considering for the measurement of savings
uses engineering estimates developed from engineering models (id.). The second method
under consideration Is apre/post compar isonmethod. Thi s method compares changes in
consumption over two time peri1ods for both a participant and a nonparticipant group (id. at
2.2.39-2.2.41). The third method under consideration is a pre/post conditional demand
model. This method accounts for the fact that awide array of factors other thanprogram
participationmay influence energy consumption. Use of this method increases the likelihood
that the measured effects are due to the CR program and not other non-program factors (i1d.
at 2.2.41-2.2.83). The fourth method that the Companies are considering uses statistically
adjusted engineering estimates. hismethod combines multiple sets ofdata intoasingle
estimation framework and allows the Companies to audit the accuracy of their engineering
estimates (1d. at2.2.43-2.2.4). Finally, the Companies state that they would measure the
persistence of savings through periodic customer surveys and ongoing billing analyses (id at

2.2.40).
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2. Analysis and Findings

Ingeneral, the Department finds that the Compani es’ plans for the monitoring and
evaluation of the CR program are reasonable and acceptable. InD.P.l. 91-4, at 144
(1991), the Department ordered IMECo to provide an explanation for i1ts choice of a
particular evaluation technique over the other techniques under consideration. Similarly, in
this case, the Department directs the Companies, within the time-frame of the initial 36-
month CRproject, to explaintheir choice of evaluationtechnique for CRover the other
techmiques under consideration. his explanation should be included as part of a subsequent
Conservation and Load Management Annual Report ("C4LM Annual keport') (see Section
111.H, infra).

F. Cost Allocation

1. Companies' Proposal

he Compani es propose to allocate CRprogram costs to the various rate classes in
proportionto projected ki lowatthour ('KIH') sales to each rate class (Exh. C-2, at 1.2.3).

2. Alternative Method for Cost Allocation

As partofthereportonthe applicability of CRto their systems, the Companies
cited a study by the Institute of Electrical and Electronic Engineers (1EEE) which showed
that the effectiveness of CR varied by class of load (R-DPU-CR-3; Exh. C-3, at
2.2.10-2.2.11). Specifically, the study showed that for residential, commercial, and
industrial class loads, the average percent energy savings for each one percent of voltage
reduction 1s (.76 percent, 0.99 percent, and 0.41 percent respectively (R-DPU-CR-3, at

1205; Exh. C-3, at 2.2.10-2.2.11). During the proceedings, the Department requested that
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the Compani es reallocate the costs for CRso that the costs allocated to arate class are
we 1 ghted by both the projected KIH sales to that rate class and by the effectiveness of CR
upon the loads of that rate class (f-DPU-CR-2). The Department also requested that the
Companies comment on the appropriateness of this cost allocation methodology (1d.). In
response, the Companies appl 1 ed the respective CReffectivenessweightings to the
residential and commercial rate classes (R-DPI-CR-2). The Companies explained that
the vast majority of threir customer load profiles are dissimilar to those of industrial class
customers and that, therefore, 1twas inappropriate to apply an industrial classweighting
(1d.). he Companies concluded that thi s revisedmethodology reflects anequitable approach
to cost allocation by accurately assigning costs with consideration to the level of benefits
received by customer classes and further stated that they would not object to the adoption of
this modified cost allocation methodology (id.).

3. Analysis and Findings

The CR program cost allocation methodology contained inRecord Request
DPU-CR-2 cons iders both the projected KiH sales and the level of CRbenefits received
by the Companies’ various rate classes. The Department finds that, because the benefits of
CRare explicitly considered, this costallocationmethodology better provides for an
equitabledistributionof CRcosts thandoes the methodology, originally proposedby the
Companies, that considers only projectedKIHuse among rate classes. Accordingly, the
Department directs the Companies to adopt the CRprogram cost allocationmethodology

contained 1nRecord Request DPU-CRR-2.
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G. Cost Recovery

1. Companies' Proposal

The Compani es propose to recover the costs associ1ated with CRthrough the rate
class-specific CCuntil theirnext respective base rate proceedings (Exh. C-2, at 1.23). At
that time, the Companies propose to place their investments inCRequipment” into rate
base (1d.; Exh. DPU-3-CRR-3). The Companies further propose that any engineering
consulting expenses or equipment leasing expenses incurred, aswell as costs associatedwith
additional equipment investment made subsequent to the testyear of the base rate proceeding,
continue to be collected through the CC (Exh. C-2, at 1.2.4). The Companies request that
incremental general and administrative expenses, based on the intemal staffing requirements
of two full-time positions, be collected inbase rates (Exhs. C-4, at2.6.10; DPU-3-CR-7).

The Compani es propose that the costs associatedwithequipment investments tobe
collected through the CC include a carrying charge on these investments (Exh. C-4, at
1.2.4). The Compani es propose carrying charges of 23.291 percent for Commonwealth and
23.098 percent for Cambridge (Exh. DPU-3-CRR-5). The Companies explained that these
carrying charges contain the following components: (1) the level1zed cost of money; (2
levelized Income taxes ; () depreciation; (§) operations andmaintenance costs; and(5) local
taxes (1d.). The Compani es noted, however, that for the period of July 1, 1993 through June

30, 1994, no Investments 1n CRequipment would be made. Rather, the Companies stated

1 The term"CRequipment' refers to all equipment necessary to implement CR,
including line sensing stations, radio coordinators, line regulators, remote terminal
units, stationregulators, and stationcontrollers (Exhs. C-3, at2.4.5-2.4.6,2.4.12;
DPU-3-C\R-3).
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that the first investments 1n CR equipment would occur in late 1994 (R-DPU-C\R-4).
As a result, the proposed CR component for the July 1, 1993 through June 30, 1994 CC
cottains only engineering consulting expenses and computer software leasing expenses (1d).
The amounts that the Compani es are requesting for recovery of these expenses through the
CC for this period are $76,000 for Commonwealth and $18,000 for Cambridge (id.). (See
Section 111.C.2 supra.)

The Compani es stated that they are not seeking recovery of any lost base revenues
resulting from CR program implementation during the period July 1, 1993 through
June 30, 1994 (id.; Tr. 3, at 29-30). The Companies explained that KIH savings associated
with CRwouldnot occur until late 1994, the time when requisite CRequipment would be
installed. The Companies stated that at such time, they would seek to recover lost base
revenues associated with this program (Tr. 3, at 40-41; R-DPU-C\R-4).

2. Analysis and Findings

The Department finds that, 1n general, the Companies’ proposal to collect
Chrelated costs through the rate class-specific CC is consistent with Department precedent
and appropr 1 ate for the CRprogram. However, the Department finds that it 1s appropriate,
atthis time, to approve only the specific components of the CC charge that have been
presented for recovery i1n the CC period presently under consideration, i.e., the engineering
consulting expenses and computer software leasing expenses for the period July 1, 1993
through June 3, 1994. The Companies, therefore, may recover through the CC mechanism,
in accordance with the findings inSection I 11.F.3 supra regarding cost allocation, §6,00

for Commonwealth and $18,000 for Cambr idge. Because the Companies arenotrequesting
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recovery of CR equipment investments for the upcoming CC period, the Department finds
that, atthistime, 1t 1s inappropriate tomake specificfindingsregarding either the
Companies’ request on the inclusion of equipment investment in the CC, or the Companies’
reguest on the specific carrying charge mechanism. Likewise, the Department finds that, at
this time, i1t 1s not appropriate to make prel iminary findings regarding the recovery of LB
associated with the CRprogram s ince such recovery would not take effect unti | after the
upcoming CC period.

H. Reporting Requirements

Eachyear, the Companies report on the status of their CiLMprograms to the
Department through the requ i red C4LM Annual Report. The Department herebydirects the
Companies to include, in all subsequent C4M Annual Reports, updates for the CR
program. The Department directs the Companies to follow, to the extent possible, the
formats for tables and narrative as may currently be required by the Department for CiLM
Annual Reports. Inaddition, the Departmentdirects the Companies to include 1nthe CR
section of the CéLM Annual Reports 1) any changes to the CR program design or budget
resulting fromfieldexperience,?) anupdate of the cost-effectiveness of the program, and
3) the requirements for CRmonitoring and evaluationasdel ineated inSectionll1.E.2
supra.

1. CONSERVATION CHARGE DECIMALS

A. The Companies' Proposal

1. Revised Tari ffs

The Compani es proposedto recover all DSTexpenditures and losthase revenues
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throughrevised CC decimals, as defined inrate tariffs M.D.P.U. NOs. 216 and 523, for
Commonwealth and Cambridge, respectively (Exh. C-6, at1.2.3). These tariffswould
replace the current CC tariffs (Nos. 274 and 501 for Commonwealth and Cambridge,
respectively) that were approved by the Department in D.P.U. 91-80 Phase Two-A (1992)
(1d. at 1.2.4).

The Compani es state that the proposed CCs are based onrevisedbudget projections
of ongoing program implementation expenses, taking Into account Departmentdirectives in
D.P.U.92-218, reconci l 1ationofover- and under-recoveries, the recovery of CRprogram
expenses, and the recovery of LBR (Companies Brief at 17-18).

For Commonwealth, current CC decimals are calculated for sixdifferent rate
categories:. residential, residential spaceheating, small general, mediunvlargegeneral, all-
electric school, and other (Exh. C-6, at1.2.4). For Cambridge, the rate categories are the
same, except that 1t has no all-electric school category (1d.).

The Compani es testified that, 1naccordance with the Department’'s directives in
D.PU. 91-8), the CC decimals are calculated annually and are appl1ed to customers' bills on
aper-KiHbasis using anon-prorating methodology (id.). Further, each CCdecimal may
be adjusted on an interimbasis, withDepartment approval, if, atany time, it isprojected to
over- or under-recover costs by more than 10 percent (1d.). Finally, actual costs and
revenues for each rate category are amually reconcilable, with any mismatch, erther positive
or negative, applied to the calculation of the next period’'s CC (1d.).

The Companies stated that the proposed new tariffs (M.D.P.l. NOs. 216 and 523)

will continue to be calculated using the same methodology with the addition of a provision
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for LB (1d.). At the request of the Department, the Companies submittedrevisedrate
schedules for these tariffs to include a more complete description of LB and the way in
which LBR 1s to be reconciled (R-DPU-LBR-9).

2. Time Periods

The Compani es proposed to calculate CC decimals for the six-monthperiodJuly |,
1993 throughDecember 31, 1993, and thento requestrevised CCdecimals inDecember
1993 to be in effect for calendar year 1994 (Exh. C-6, at 1.2.9, 1.2.11, 1.2.16-17).
Although the Companies submitted calculated CC decimals for 1994, based on projected
budgets, they did not request approval of 1994 rates with this filing (1d. at 1.2.12, 1.2.18).
Consistentwi th the Companies' proposal andwith their response to aDepartment record
reguest, the Companies filed CCdecimals for each rate category, for each Company, and for
three different time periods, as shown inTables | and 2, attached.

he Companies testified that the CC decimal for each rate category i1s developed by
addingdirectexpenses, indirect expenses thathave beenallocated to each category, and the
prior period reconciling adjustment. The total of these three i1s thendividedby projected
KIHsales for eachrate category for the time periodunder consideration(id. at1.2.8-9,
1.2.16). According to the Companies, the reconci |l ing adjustment for Commonwealth covers
the 18 months ending June 3), 1993, and the reconci l i1ng adjustment for Cambridge covers a
15--month period ending the same date, based on the dates that their respective CC rates
originally took effect (id. at 1.2.7, 1.2.15).

The Companies testified that they have calculated one set of CCdecimals tobe in

effect from July 1 throughDecember 31, 1993, and that they wi 11 be requesting approval of a
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revised set to run from January 1 through December 31, 1994, rather than one 12-month CC
to be ineffect from July 1, 1993 through June 30, 1994,® because their tariffs require
annual CC rates beginning onJanuary ! of each year (Ir. 2, at 13-14). The Companies
also testified that, because there was a large overcollection Insome rate categories 1n199,
they propose to refund the money to the Ir customers through the reconci 1 ing adjustment over
sixmonths rather than 12, even though that proposal would result 1n some CC rates almost
doubl 1ng between December 1993 and January 1994 (id. at 9-10). In addition, the
Companies contend that approval of the ir proposal for a six-month CC rate atthistime anda
12-month CC rate beginning January 1994 would establ i sh firmly an annual CC decimal
review proceeding that would provide greater certainty to customers (Companies Brief at 18).
Nonetheless, the Companies indicate that they would not oppose the 1mplementation
of aCCdecimal tobe 1neffect over the 12-month per1od ending June 3, 1994, stating that
suchactionwould help preserve rate continuity during the time inwhichadefined level of
programactivity isanticipated (1d.). However, the Companies note their concernfor
potential short-term rate impacts for Coomowealth’'s commercial and industrial customers,
when calculating rates for the 12-month period July 1, 1993 through June 30, 1994, (see
Tablesland?), and request that, ifthis option 1S pursued, certainexpenses be deferred,
with carrying costs, or, inthe altemative, anamortization plan be approved that 1s consistent

wi th that approved in D.P.l. 91-80 Phase Two-A (id. at 18-19).

o New C4M programs are projected to be implemented beginning July 1, 1994,

pursuant to the IM process. See Section I, supra.
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3. Rate Impacts

a. Residential and Residential Heating

he CC decimal for Cambridge’s residential rate category shows large fluctuations
between the current rate and the Companies’ proposed six-month rate, and again, between
the six-month rate and the calendar year 1994 calculated rate (Exh. C-6, at 1.2.17, 1.2.18).
These fluctuations are smoothed out by the calculationof a 2-month rate running from July
1, 1993 through June 30, 1994. (See Table 2.)

For Commonwealth's residential heating customers, the rate rises from.0019 for
the last six months of 1993 (id. at 1.2.9, revised) to $.00510 for 1994 (id. at 1.2.11) in the
Companies’ proposal, or to $.00275 for the 12 months from July 1, 1993 through June 30,
1994 (R-DPU-LBR-6, revised). However, the Companies point out that the current CC
decimal for this rate category, $0.0090, became effective inFebruary 199 as the result of
aprevious over-recovery, and that the 1992 rate was $0.00405 (i d.). Compared to the 1992
rate, Commonwealth’'s electricheating customerswill see adecrease inrates ifthe
Department adopts the 12-month rate for the period July 1, 1993 through June 30, 1994
(ud.).

b. Small General

For customers inthe small general rate category for Cambridge, the Companies
proposed to cap the CC decimal at $.00450, for a six-month CC decimal to be ineffect
fromJuly, 1993 throughDecember 3L, 1993, rather thanset it at the calculated $0.00636,
inorder tominimize short-termrate 1mpacts. The Companies propose to defer the balance

of expenditures until 1994, without carrying costs (Exh. C-6, at 1.2.16).
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For the small general category for Commonwealth, the Companies have calculateda
CC decimal of $.00512 for the 12 months from July 1, 1993 through June 30, 1994 (R-
DPU-LBR-2, revised). The Companies included in the calculation $1,200,000 in expenses
associatedwith invoices for C4M services received from a contractor, fesource
Conservationdystems, Inc. (fCS), that remainoutstanding pending ongoing litigation
(Exh. C-10, at 2.1.19, 2.1.21; Tr. 2, at 83-84). The Companies testified that payments for
these invoiceswere originallyprojectedtobe made 1nJanuary 1994, and that continuing
inspections and analysis indicate that the amount may well be reduced (id. at 76, 84). On
June 1, 1993, the Compani es submi tted a letter to the Department updating the status of the
IntigationwithiCS. his letter indicates that the litigationmost likelywi Il notbe resolved
unti | March 199, and, therefore, the Companies have reduced the projected budget for this
rate category for 1994 by $1,200,000 (Exh. DPU-24). In addition, because the direct
expenditures are thus reduced, the allocation of indirect expenditures also will change (1d).
Should the Department order a CC decimal to be 1n effect for the 12 months from July 1,
1993 through June 30, 1994, and 1 f this decimal still exceeds $.00450, the cap set in
D.P.U. 91-80 Phase Two-A for these customers, the Compani es request approval to defer
certainexpenses (with carrying costs) by means ofadecimal caporanamortization
program, inorder tomitigate the rate impact for this category (R-DPU-LBR-2, revi sed).

C. Consolidation of the All-Electric School and the

Medium/Large General Rate Categories

Because of the large projected increase in the proposed rate for the all-electric school

category In Commonwealth's service territory, the Companies proposed to consol idate the
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all-electric school and the medium/large general rate categories (1d. at1.2.10). The
Companies testifiedthat spreading the DS costs over the KIH consumptionprojected for
the b customers i1nthe all-electric school category results ina substantially higher CC
decimal for this category than for all other rate categories and represents a substantial burden
on these customers (1d. at 1.2.9-10).

In their feply Brief, the Companies state that revenues resulting from the current CC
decimal for the medium/large general rate category ($0.00450) wi Il result inanover-
recovery for this category of $1,202,248 by June 30, 1993 (Companies Reply Brief at 2).
The CCdecimal for the all-electric school category ($.00165) timesKiHsales to this
categorywill result inanunder-recovery of $72,149 by the same date (1d.). Combining
these reconci l1ations withprojected costs for the last six months of 1993 and for 199 results
in the CC decimals shown inTable 1.

For the 12 months from July 1, 1993 through June 30, 1994 for Commonwealth, the
calculated CCdecimal of $0.00437 for the medium/large general category (R-DPU-LBR-2,
revised) includesi$, i, 0associatedwith invoices fordirectprogramexpenses received
fromRCS. These invoices for installations made in the Direct Investment and CRP
programs have notyetbeenpaid, pending the outcome of I itigation(Exh. C-10, at2.1.20,
2.1.22). The Compani es testified thatpayments originallywere projected to be made for
these Invoices i1nJanuary 199, but that continuing inspections and analysis indicate this
amount may well be reduced (Ir. 2, at 76, 84). On June 1, 1993, the Companies submi tted
a letter to the Department updating the status of the litigationwithiCS. his letter indicates

that the lIitigationmost likely wi ll not be resolved before March 199, and, therefore, the
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Compani es have reduced the projected budget for this rate category for 1994 by $1,100,000
(Exh.DPU-24). In addition, because the direct expenditures are thus reduced, the allocation
of indirectexpenditures alsowi ll change (id.). As with the small general rate category,
should the Department order a combineddecimal to be 1neffect fromJuly, 1993 through
June 30, 1994, and if thisdecimal still exceeds %.00450, the cap set inD.P.l. 91-80 Phase
Wo-A for these customers, the Companies request approval to defer certain expenses (with
carrying costs) by means of adecimal cap or anamortizationplan, inorder tomitigate the
rate impact for this category (R-DPU-LBR-2, revised).

B. Positions of the Parties

L RATE
IRATE stresses the need for reductionof every element of cost consistentwith
providing low-cost, rel1able power, and states that conservation charge decimals should be
heldatminimum levelswhile excess capacity exists (IRAIEBriefat4-h). IRATEdidnot
address specifically the projected rate impacts onany one class, nor the proposal to combine
the all-electric school and medium/large general rate categories.
2. SORE
E confines 1ts comments to the 1ssue of combining the all-electric school with the
medium/large general rate categories ((ORE Briefat?). SORE contends that thi s proposal
i1sunfairandviolates the Department’'s pol icies regarding the recovery of CdM costs (1d. at
3. According to ORE, these pol icies are based on the premi se that each rate class pays for
only those CiM services that 1t receives (1d.). SORE contends that, notwithstanding the

Department's precedent regarding the allocation of CéLM program expendi tures by rate
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class, Commonwealthproposes to consol idate the separate CiLM expendi tures made for the
all-electric school class wi th those made for the mediunvlarge general customers (1d.).

E argues that consol 1dating the under-recovery of the all-electric school classwith
the over-recovery of the mediunvlarge general category to mitigate the burden on the schools
i1s 'grossly inequitable, contravenes the Department's earlier directives, and violates
fundamental principles of faimess' (i1d. at 4. XXE has calculated that thi s proposal results
ina%b,00 subsidization of the all-electric school class by the medium/large general
customers for expenditures actually incurred for the schools (i1d.).

RE disputes Commowealth's contention that the overall level of the CCdecimal i1s
such that 1t still would help to address the large customers' concems with short-term rate
impacts resulting from DST (ad. atb). SORE contends that the Companies’ proposal
constitutes a significant detriment to large customers andto their efforts torevitalize the
manufactur ing base InsoutheasternMassachusetts (id. at6). SORE also asserts that
Commonwealth's proposal to have 1ts large customers subsidize the all-electric school
customers (who, SORE contends, are located primari ly outside of the greater NewBedford
area) shows an Insensitivity to SRE's concem for the retention and creation of jobs and
economic development 1n the New Bedford area (1d.).

Further, X3E argues that this proposed rate consolidation 1s inconsistent with the
Companies’ original proposal to defer, without carrying charges, the collection of CiM
expenditures incurred for the small general category in order to mitigate short-term rate
impacts (1d.). S'E suggests that deferral without carrying costs may also be appropriate

for the all-electric school class (id. at 7).
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RE also contends that because the mediunvlarge general customers contributed the
over-recovery by Commonwealth of §1,202,28, fai rmess demands that this over-collection
be retumed to only those customers, and not at all to the all-electric school customers (ORE
Reply Brief at 1-2). SORE also disputes the Companies’ contention that $0.00450 is a
reasonable level for a CCdecimal for this class, stating that this level was agreedtoas a
cap, or maximum acceptable level, and not, per se, a reasonable level (id. at3).

Finally, SORE argues that the all-electric school category should continue to be
recognized as a separate group for purposes of establ ishing CC decimals, in part because the
CéLM expenditures incurred for this group were fundamentally different from those
incurred for the mediun/large general customers (i1d. at45). For instance, SRE maiintains
that, because the schools are bynature all-electri c customers, the CiLMopportunities
available to themdi ffer from those for customers who do not have electric heat (id. atb).
Since Commonwealth spent significantly more per KiHon the electric school customers
than on mediunm/large general customers, there were presumably higher benefits provided to
the school customers. he difference Incost incurrence is thebasisforclassdistinctionsand
should be the basis for separate CC decimals, according to SORE (ud.).

3. The Companies

The Compani es argue that the i r proposal to establ 1 shCCdecimals for the six-month
period July 1 through December 31, 1993 and for the 12-month period January 1 through
December 31, 1994 would establ 1 sh firmly an annual CC decimal review process and would
allow for more immediate reconciliations for over-recoveries from 199 (Companies Brief at

18). The Companies would not oppose implementation of CC decimals for the 12-month
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periodJulyl, 1993 through June 30, 1994, but note the i r concernregarding short-termrate
inpacts for Commomwealth’'s commercial and industrial customers if this time period 1s used
(1d.). IfTthe CCdecimals are implemented for the 12-month periodJuly, 1993 through
June ¥, 1994, the Compani es also request deferral or amortization of certain expenses to
mitigate these rate 1mpacts (id. at 19).

The Companies contend that their proposal to combine the all-electric and
medium/large general rate categories for Commonwealth is equitable and inthe long-term
best interest of all of Commonwealth's customers (CompaniesfeplyBrief at?). The
Companies state that a CC decimal of the magnitude calculated for the all-electric school
category ona stand-alone basi s for 1993 (0.05873) "creates unacceptable burdens whichare
appropriately mitigated by the proposed inclusion’ of these customers as part of the
medium/large general category for CC purposes (1 d. at3). The Companies contend that the
combined (all-electric school and medium/large general categories) CC decimal for
Commonwealth for the same period (§0.020) still would be a substantial netdecrease in
the CC for the medi unvVlarge general category, reflecting Commonwealth's efforts to control
short-term rate impacts for 1ts largest customers (1d.).

The Compani es further argue that their proposal 1s consistentwithDepartment
precedent in establ 1shing the CC mechani sm, whereby conservation costs are allocated to the
rate categories forwhich expenditures inagivenprogramare made (1d.). Inthis instance,
the Compani es state that customers inboth the all-electric school and the mediun/large
general categories receive ¥ services through the same program, CiP, and share similar

usage characteristics (id. at 3-4).
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he Compani es also contend that the proposed rate consol idationdoes notamount to a
subsidization of the all-electric school customers by the mediunvlarge gereral customers (i1d.
at 4. According to the Companies, the term"'subsidization' implies that, solely for equity
reasons, one group of customers bears costs incurred by another group (id)? Inthis case,
the Companies argue that the proposal seeks to assignsimi lar CiM expenses accurately to
customers iInthose rate categoriesbenefitting similarly from the expenditures (id.). In
addition, the Companies note that in the years following 1993, combining these two rate
categorieswouldserve to sl ightly reduce the CC decimal for the medium/large general
category (id. at 4-5).

Inconclusion, the Companies assert that they are commi tted to the welfare of all of
their customers, and that thi s proposal reasonablybalances competing concemsand Is
consistentwithDepartment precedent (1d. atb). The Companies contend that all customers
benefit by reasonable steps taken to mitigate the costburdens that publ 1c schools mustbear,
and that thi s rate consol 1dationproposal serves tomitigate suchburdensdirectly inan
equitable fashion (1d.).

C. Analysis and Findings

1. Revised Tari ffs

In Cambridge Electric Light Company and Commonwealth Electric Company, D.P.U.

89-114/90-331/91-80 Phase One at 169-110 (1991), the Department directed the Companies

4 The Companies also note that from 1989 through 1991 (when the majority of
expenditures were incurred for the C¢l classes), C4M costs were recovered
through the fuel charge on a uniform basis from all customers (id.).
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todevelopaCCmechanismfor the collectionof CiMexpendi tures. The Department
found that the CC mechanism allows for anumber of features 1n CéLM cost recovery,
including the ability () to allocate program costs to rate classes receiving the berefits of a
particular program, () to review and reconci le expenditures on aregular basis without the
burden of a general rate case, and (3) to amortize expenditures.

The Companies have modified the CC rate tariffs approved inD.P.l. 91-80 Phase
Two-A to include the collection of LBR, along with adescriptionofhowlBRwill be
reconciled. The Department finds that the Companies’ proposed CC rate tariffs, numbers
M.D.P.U. 501 for Cambridge and M.D.P.U. 274 for Commonwealth, as revised In response
to R-DPU-LBR-9, are consistent wi th Department precedent and are, therefore, approved.

2. Time Periods

The Compani es have proposed to implement CC rates calculated to be 1neffect from
July 1, 1993 through December 31, 1993, and then to submit revised CC rates for the
calendar year 1994. Although the Companies have not requested approval of the rates
calculated for 1994, they have submitted estimates of those rates based on Company

projections of program activity and LB cons i stent wi th the status quo, i1.e., withonly the

Companies’ own preapproved DST programs being implemented throughout 1994. The
Companies’ estimates show that the CC rates for most categor ies fluctuate greatly when
calculated inthis mamer. ecifically, residential heating customers would be subject to a
significait rate increase during the peak of the heating season if these rates were to take
effect. See Section IV.A3.a, supra.

Inaddition, pursuant to the InterimOrder of May 29, 1992 inthe Companies’ 1M
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case, D.P.l. 91234, the Companies must submit anfFP for DST services, along wi th the
Companies’ ownproposals for DS services, to targetall customer classes. 1d. at?. The
schedule set forth inthe InterimOrder anticipates that implementation of all new programs
will beginonJulyl, 1994 1d. at3. Inthe meantime, the Companies' CiLM programs
that were preapproved 1nD.P.U. 91-80 Phase Two-A (Hot later/General Use, fesidential
Electric Space Heat, and the pipeline projects in CP?) wi ll continue to be implemented
through June 30, 1994, and the costs for themwi Il be recovered through the CC decimals.

Although the Companies' CCrate tariffs specify that CCdecimalswi ll be calculated
to take effect on January 1 of each year, present circumstances of program implementation
and projected major changes onJuly , 1994 lead the Department to conclude that CC rates
effective fromJuly 1, 1993 through June 30, 1994wi Il provide a greater degree of rate
continuity andwi ll be inthe best Interests of the Companies’ ratepayers. Accordingly, the
Department directs the Companies to recalculate CC decimals for the 2-month period from
July 1, 1993 through June 30, 1994, and to Incorporate the directives regarding LBR, C\R,
and expenses relating to litigation found elsewhere i1nthis Order. lhen the Companies
submit the final award group to provide DS services through the IfM process on April 1,
1994, they should also submitproposed revised CC decimals reflecting the costs per rate
category to implement thi s setof programs, including the costs to implement CR. These

revised CC decimals should cover the period from July 1, 1994 through June 30, 1995.

2 Thepipelineprojects are thoseprojects that the Companieshad committedto

implementing butwhichhadnotyetbeen implemented at the time of the suspension
of the CRP 1n Apri 1 1991. The Department approved the Companies' honoring these
commitments when 1t approved the Settlement in D.P.U. 91-80 Phase Two-A.
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Consistettwith the revised tariffs, the Companies are also required to request adjustments to
the CCdecimals, onan interimbasis, should collections from any one or more of the
approved CC decimals exceed the sumof actual and projected expendi tures for a category by
more than 10 percent.

3. Rate Impacts

a. CC Decimals

The Companieswill begincollecting LBRonJulyl, 1993 for measured savings
achieved through their DSTprograms since January 1, 1993, for all CiM installations
completed after the end of their respective testyears. See Section 11, supra. kecovery of
estimatedLB for the entire year of 1993 over just the last sixmonths of 1993 results in
high rate Increases for some rate categories during that time period, whereas spreading this
same amount over the 12 months from July 1, 1993 through June 30, 1994 wi ll help to
mitigate this 1mpact. fecovery amounts for LB to be included 1n the CC decimals should
be consistent with the Department’s findings inSection 11.C.2, supra, and should be
calculated to spread the 18-months' worth of LB projected to accrue between January 1,
1993 and June 30, 1994 over the 12 month period from July 1, 1993 through June 30, 1994.

In their budget projections for 199 for the small and mediunvlarge general categories
for Commonwealth, the Companies have included a total of 2,300,000 in program expenses
associatedwith invoices for CiM measure installationby a contractor (RCS), which
iInvoices are the subject of litigation. The Companies testified that, because of ongoing
Inspections andanalysis, they expect those payment amounts to be reduced. The Companies

also have indicated ina letter to the Department that this litigationwi ll not be resolved until
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March 1995, and that they propose to deduct $2,300,000 from projected 1994 expenses and
to re-allocate Indirect expenses based on this deduction. The Department finds thi s proposal
reasonable and, therefore, directs the Companies to recalculate CC decimals for all rate
categories, for theperiodJulyl, 1993 throughJune 30, 1994, taki1ng into account the
changes necessitated by this deduction.

Expenses for CRshouldbe collected through the CCdecimals consistentwiththe
Department's findings on CR in Section 111.G.2, supra.

Il th the three changes ordered above, the CC decimals calculated to be 1neffect
from July 1, 1993 through June 3, 1994 should result In a greater measure of rate continuity
for the Compani es' ratepayers thanwould result from the Companies’ proposal forasix-
month rate followed by a 12-month rate, given the approval of recovery for LBR and the
continuation of the Companies' current programs through June 30, 1994.

b. Small General Cap

Similarly, with the changes i1nthe CC decimals mandatedbyDepartmentdirectives in
this Order, the recalculated CC decimals for the small general categories for both Cambridge
and Commonwealth shouldbe below the $.00450 level. However, i feither or both of the
calculated CC decimals for the small general category should be higher than that level, the
Companies shouldmaintainthedecimal at$.00450 and propose aspecificdeferral or
amortization scheme for the excess expenses.

C. Consolidation of the All-Electric School and

Medium/Large General Rate Categories

The Companies have proposed to consol idate the all-electric school and the
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medium/large general rate categories for the purpose of calculating CC decimals. The
Companies argue that the consol idation of these two categories i1s equitable and 1nthe long-
termbest interest of all of Commonwealth’'s ratepayers. The Companies also state that
applying the full amount of the under-recovery inthe all-electric school category solely to
that rate category would impose too large a burden on such few customers. Further, the
Companies argue that the rate for the combined all-electric school and mediunvlarge general
category is still below the cap imposed 1nD.P.J. 91-80 Phase Two-A. Inaddition, the
Companies state that both the all-electric school and the medium/large general customers
receive CiM services from the same program (CRP), and that 1t I s therefore appropriate
and consi stent wi th Department precedent for the two categor i es to share expenses and cost
recovery for this program.

SORE argues that the proposed consol idationviolates Department precedent and
causes one class of customers to unfairly subsidize another class. E also asserts that the
rate cap imposed 1nD.P.U. 91-80Phase Two-Awas just that-- acap--andnotareasonable
level for a CC decimal for this class of customers.

Inestabl 1shing the CC mechanism for the collection of CiM expenditures, one of
the reasons cited by the Department was that 1t provides companies withthe ability to
allocate program costs to rate classes receiving the benefits of a particular program. See
D.P.U. 91-80 Phase One (1991) at 169-1710. The Companies have testified that both the all-
electric school and the mediunvlarge general categories receive services through the same
CiLM program, the CRP. Although SORE po ints out that the Companies spent more per

KiH on the all-electric school customers through this program 1n 1992, the same may not
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be true 1nfuture years, and, infact, the entire budgets for pipel ine projects inthis program
are projected to be expended on customers in the medium/large general category, and not in
the all-electric school category (Exh. C-10, at 2.1.9-10, 2.1.22-23).

Indeveloping CC decimals in compliance with Department directives inD.P.l. 91-8)
Phase One, the Compani es proposed, and the Department approved, sixdifferentrate
categories for Conmowealth's customers. Each of these categories (with the exception of
the all-electric school category) 1s composed of at least two rate classes. he mediun/large
gereral category is made up of both medium and large commercial and industrial customers
who take electric service under rate classes G-2 and G-3. No party to D.P.U. 91-80
contested the Companies' proposal nor the Department's approval of this consolidation of
rates.

Inaddition, no other investor-owned electric company 1n the Commonwealth has a
separate rate for all-electric schools. For all companies except Commonwealth Electric,
schools are included inacommercial or industrial rate class, because their cost
characteristics are similar enough to other customers inthese classes towarrant such
inclusion. Inthe instant case, the Department must determine whether the costs andbenefits
of the C&lMprogram accruable to the all-electric school category are simi lar enoughto
those accruable to the medium/large general category, and, 1 f so, whether these two
categories should be combined for purposes of calculating the CC decimals.

Inweighing the evidence Inthis matter, the Department 1s sensitive to the concems of
Commonwealth's large industrial customers, who are represented by SORE, but also to the

medium Cil customers and to the all-electric school customers, who did not have direct
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representation inthis case. Historically, the Department has attempted to group customers
Into rate classes that are reasonably representative of the cost of serving each customer. e,

for example, Boston Edison Company, D.P.U. 1720, at 138 (1984). In addition, the

Department has stated that when a company proposes to consol idate two or more rate classes,
rate continuity concerns mustbe addressed. See, for example, D.P.U. 89-114/90-331/91-80
Phase One at 285-287 (1991).

The Department finds that customers inboth the all-electric school and the
medium/large general categories are eligible for the same CiLMprogram, that they incur
the same types of costs and share the same types of benefits from these programs. The
Department also finds that the CC decimal, calculated by the reconcil1ation of both
categories' 19921993 expenditures combined with the projections of expenditures for the
remainder of 1993 and the firsthalf of 1994, wi Il not result i1nunacceptably high rates for
either category. Accordingly, the Department di rects the Companies to calculate one CC
decimal for the consol idatedall-electric school/mediunvlarge general rate category tobe in
effectfromJulyl, 1993 through June 30, 1994, and inaccordance withall otherdirectives
in this Order.

V. ORDER

Accordingly, after due notice, hearing, and consideration, it 1s

ORDERED: That the tariffs of Cambridge Electric Light and Commonwealth
Electric Companies, M.D.P.U. No. 523 and No. 276, respectively, filed with the

Department onDecember 23,1992, proposing to collect lost base revenues through the
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Companies' respective conservation charges, be and hereby are ALLOIED 1n accordance
with the findings inSection 1l of this Order; and 1t i1s

FWRHER ORDERED: That the revisions to the conservation charge rate tariffs of

Cambridge Electric Light and Commonwealth Electric Companies, M.D.P.U. No. 501 and
No. 214, respectively, are ALLOIED inaccordance with the findings inSection IVof this
Order; and 1t 1S

FURTHER ORDERED: That Cambridge Electric Light and Commonwealth Electric

Companies shall comply with all directives contained in this Order.

By Order of the Department,
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TABLE 1. COMMONVEALTH ELECIRIC COMPANY

Rate Category|Current CCs* Calculated CCs For:
7/1/93-12/31/93* 1994#+ 7/1/93-6/30/944

Residential $0.00089 $0.00053 $0.00076 $0.00065
fesid. Heating (0.00090) 0.00079 0.00510 0.00275
Small General 0.00415 0.00437 0.00590 0.00512
Med/Lge Genergl 0.00450 0.00105 0.00671 0.00437
All-Elec. Schopl  0.00165 0.05873 0.00625 0.03353
Combined N/A 0.00240 N/A 0.00505
Other 0 0 0 0

* Exhibit C-6, at 1.2.9 and 1.2.9, revised

* Exhibit C-6, at 1.2.11

# RR-DPU-LBR-2, revised

TABLE 11. CAMBRIDGE ELECTRIC LIGHT COMPANY

Rate Category Current CCs* Calculated CCs For:
7/1/93-12/31/94* 1994#+ 7/1/93-6/30/944
—_—

Residential ($0.00095) $0.00434 $0.00041 $0.00235
Resid. Heating (0.00212) 0.00086 0 0.00033
Small General 0.00062 0.00636 0.00212 0.00372
Med/Lge Generall 0.00581 (0.00157) 0.00186 0.00042
Other (0.00190) 0.00053 0 0.00027

*Exhibit C-6, at 1.2.17

* Exhibit C-6, at 1.2.18

# RR-DPU-LBR-2, revis

ed



